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Mac’s capital must be sufficient to meet
statutory and regulatory requirements as
well as the goals and objectives required by
paragraph (b)(5) of this section, including the
Tier 1 ratio required in §652.61(c)(2)(ii)(A).
Farmer Mac must notify the OSMO within 10
calendar days of determining that capital is
not sufficient to meet those goals and objec-
tives.

(b) No later than 65 days after the end of
each calendar year, Farmer Mac’s board of
directors must adopt an operational and
strategic business plan for at least the next
3 years. The plan must include:

(1) A mission statement;

(2) A business and organizational overview
and an assessment of management capabili-
ties;

(3) An assessment of Farmer Mac’s
strengths and weaknesses;

(4) A review of the internal and external
factors that are likely to affect Farmer Mac
during the planning period;

(5) Measurable goals and objectives;

(6) A discussion of how these factors might
impact Farmer Mac’s current financial posi-
tion and business goals;

(7) Forecasted income, expense, and bal-
ance sheet statements for each year of the
plan;

(8) A marketing plan, and

(9) A capital plan in accordance with
§652.61.

§652.61 Capital planning.

(a) Purpose. This section establishes
capital planning requirements for
Farmer Mac.

(b) Definitions. For purposes of this
section and §652.62, the following defi-
nitions apply:

Basel I1I means the Basel Committee
on Banking Supervision’s document
“Basel III: A Global Regulatory Frame-
work for More Resilient Banks and
Banking Systems,”” June 2011 and as it
may be updated from time to time.

Capital action means any issuance of
an equity capital instrument, and any
capital distribution, as well as any
similar action that OSMO determines
could impact Farmer Mac’s consoli-
dated capital.

Capital distribution means a redemp-
tion or repurchase of any equity cap-
ital instrument, a payment of common
or preferred stock dividends, a pay-
ment that may be temporarily or per-
manently suspended by the issuer on
any instrument that is eligible for in-
clusion in the numerator of any min-
imum capital ratio, and any similar
transaction that OSMO determines to
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be in substance a distribution of cap-
ital.

Capital plan means a written presen-
tation of Farmer Mac’s capital plan-
ning strategies and capital adequacy
process that includes the mandatory
elements set forth in paragraph (c)(2)
of this section.

Capital policy means Farmer Mac’s
written assessment of the principles
and guidelines used for capital plan-
ning, capital issuance, usage and dis-
tributions, including internal capital
goals; the quantitative or qualitative
guidelines for dividend and stock re-
purchases; the strategies for addressing
potential capital shortfalls; and the in-
ternal governance procedures around
capital policy principles and guide-
lines.

Planning horicon means the period of
at least 12 quarters, beginning with the
quarter preceding the quarter in which
Farmer Mac submits its capital plan,
over which the relevant projections ex-
tend.

Tier 1 Capital means the components
meeting the criteria of Common Eq-
uity Tier 1 Capital and Additional Tier
1 Capital and the regulatory adjust-
ments as set forth in Basel III, or Tier
1 Capital as defined in regulations of
the Office of the Comptroller of the
Currency, the Board of Governors of
the Federal Reserve, or the Federal De-
posit Insurance Corporation, as revised
from time to time; or another measure
of high quality capital as approved for
use under this regulation by the Direc-
tor of OSMO.

Tier 1 ratio means the ratio of Farmer
Mac’s Tier 1 Capital to Total Risk-
Weighted Assets.

Total Risk-Weighted Assets means a
risk-weighting approach that is appro-
priate given Farmer Mac’s business ac-
tivities and consistent with broadly ac-
cepted banking practices and standards
(e.g., one of the frameworks of the
Basel Committee on Banking Super-
vision or similar U.S. regulations).

(c) General requirements. (1) Annual
capital planning.

(i) Farmer Mac must develop and
maintain a capital plan each year.

(ii) Farmer Mac must submit its
complete annual capital plan to OSMO
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by March 1 or such later date as di-
rected by OSMO, after consultation
with the FCA Board.

(iii) Prior to submission of the cap-
ital plan under paragraph (c)(1)(ii) of
this section, Farmer Mac’s board of di-
rectors must:

(A) Review the robustness of Farmer
Mac’s process for assessing capital ade-
quacy,

(B) Ensure that any deficiencies in
Farmer Mac’s process for assessing
capital adequacy are appropriately
remedied; and

(C) Approve Farmer Mac’s capital
plan.

(2) Mandatory elements of capital plan.
The capital plan must contain at least
the following elements:

(i) An assessment of the expected
uses and sources of capital over the
planning horizon that reflects Farmer
Mac’s size, complexity, risk profile,
and scope of operations, assuming both
expected and stressful conditions, in-
cluding:

(A) Projected revenues, losses, re-
serves, and pro forma capital levels, in-
cluding the core capital and regulatory
capital ratios required by sections 8.32
and 8.33 of the Act, the Tier 1 ratio as
defined in this section, and any addi-
tional capital measures deemed rel-
evant by Farmer Mac, over the plan-
ning horizon under expected conditions
and under a range of at least two pro-
gressively severe stress scenarios de-
veloped by Farmer Mac appropriate to
its business model and portfolios, as
well as any scenarios provided by the
Director of OSMO. At least 15 calendar
days prior to this stress testing, Farm-
er Mac must provide to OSMO a de-
scription of the expected and stressed
scenarios that Farmer Mac intends to
use to conduct its annual stress test
under this section.

(B) A description of all planned cap-
ital actions over the planning horizon.

(ii) A detailed description of Farmer
Mac’s process for assessing capital ade-
quacy, including:

(A) A discussion of how Farmer Mac
will, under expected and stressed condi-
tions, maintain capital commensurate
with its risks, maintain capital above
the minimum core capital and regu-
latory capital ratios and above the Tier
1 ratio set in accordance with a well-
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articulated risk tolerance policy estab-
lished by the board of directors;

(B) A discussion of how Farmer Mac
will, under expected and stressed condi-
tions, maintain sufficient capital to
continue its operations by maintaining
ready access to funding, meeting its
obligations to creditors and other
counterparties, and continuing to serve
its statutory purposes; and

(C) A discussion of the results of the
risk-based stress test required by sec-
tion 8.32 of the Act and the stress tests
required by this section, as well as any
other stress test required by law or
regulation, and an explanation of how
the capital plan takes these results
into account.

(iii) Farmer Mac’s capital policy; and

(iv) A discussion of any expected
changes to Farmer Mac’s business plan
that are likely to have a material im-
pact on the Corporation’s capital ade-
quacy or liquidity.

(d) Review of capital plan by OSMO. (1)
OSMO will consider the following fac-
tors in reviewing Farmer Mac’s capital
plan:

(i) The comprehensiveness of the cap-
ital plan, including the extent to which
the analysis underlying the capital
plan captures and addresses risks stem-
ming from activities across Farmer
Mac’s business lines and operations;

(ii) The reasonableness of Farmer
Mac’s assumptions and analysis under-
lying the capital plan and its meth-
odologies for reviewing the robustness
of its capital adequacy process; and

(iii) Farmer Mac’s ability to main-
tain capital above the minimum core
capital and regulatory capital ratios
and above a Tier 1 ratio set in accord-
ance with a risk tolerance policy estab-
lished by the board of directors on a
pro forma basis under expected and
stressful conditions throughout the
planning horizon, including but not
limited to any stressed scenarios re-
quired under paragraphs (¢)(2)(1)(A) and
(c)(2)(ii) of this section.

(iv) All supervisory information
about Farmer Mac and its subsidiaries;

(v) Farmer Mac’s regulatory and fi-
nancial reports, as well as supporting
data that would allow for an analysis
of its loss, revenue, and projections;
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(vi) As applicable, OSMO’s own pro
forma estimates of Farmer Mac’s po-
tential losses, revenues, and resulting
capital adequacy measurements under
expected and stressful conditions, in-
cluding but not limited to any stressed
scenarios required under paragraphs
(©)(2)(1)(A) and (c)(2)(ii) of this section,
as well as the results of any other
stress tests conducted by Farmer Mac
or OSMO; and

(vii) Other information requested or
required by OSMO, as well as any other
information relevant to Farmer Mac’s
capital adequacy.

(e) OSMO action on a capital plan. (1)
OSMO will review the capital plan and
provide an assessment to Farmer Mac
of the capital adequacy and planning
process through its ongoing examina-
tion and oversight process.

(2) Upon a request by OSMO, Farmer
Mac must provide OSMO with suffi-
cient information regarding its plan-
ning assumptions, stress test strategies
and results and any other relevant
qualitative or quantitative informa-
tion requested by OSMO to facilitate
review of Farmer Mac’s capital plan
under this section.

(3) OSMO may require Farmer Mac to
revise and re-submit its capital plan.

(f) Farmer Mac response to OSMO’s as-
sessment. Regardless of whether re-sub-
mission is required, Farmer Mac must
take the results of the stress tests con-
ducted under paragraphs (c)(2)(i)(A)
and (c)(2)(ii) of this section (including
any revisions required under paragraph
(e)(3) of this section) as well as OSMO’s
assessment into account in making
changes, as appropriate, to Farmer
Mac’s capital structure (including the
level and composition of capital); its
exposures, concentrations, and risk po-
sitions; any plans for recovery and res-
olution; and to improve overall risk
management. Farmer Mac must docu-
ment in writing its actions in response
to the stress tests and assessment, as
well as decisions not to take actions in
response to any issues raised in the as-
sessment.

[78 FR 65149, Oct. 31, 2013]

EFFECTIVE DATE NOTE: At 78 FR 65149, Oct.
31, 2013, §652.61 was added, effective Jan. 3,
2014.
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§652.62 Notice to OSMO of capital dis-
tributions.

(a) Farmer Mac must provide OSMO
with notice 15 calendar days prior to a
board consideration of a declaration of
a capital distribution or any material
changes in capital distributions poli-
cies.

(b) Except as provided in paragraph
(c), notice under paragraph (a) of this
section is not required with respect to
capital distributions set forth (i.e., spe-
cifically scheduled as to amount and
timing along with a discussion of the
planned distribution) in the capital
plan or a regular periodic payment of
dividends on common stock and pre-
ferred stock when there is no change in
the amount of payment per share from
the previous period.

(¢) In the event that OSMO deter-
mines a capital plan has not ade-
quately taken into account OSMO’s as-
sessment as required under §652.61(f),
the exception described in paragraph
(b) of this section shall not apply, and
Farmer Mac must provide notification
of any and all capital distributions as
set forth in paragraph (a) of this sec-
tion.

[78 FR 65149, Oct. 31, 2013]

EFFECTIVE DATE NOTE: At 78 FR 65149, Oct.
31, 2013, §652.62 was added, effective Jan. 3,
2014.

§652.65

You will perform the risk-based cap-
ital stress test as described in sum-
mary form below and as described in
detail in appendix A to this subpart.
The risk-based capital stress test
spreadsheet is also available electroni-
cally at http:/www.fca.gov. The risk-
based capital stress test has five com-
ponents:

(a) Data requirements. You will use
the following data to implement the
risk-based capital stress test.

(1) You will use Corporation loan-
level data to implement the credit risk
component of the risk-based capital
stress test.

(2) You will use Call Report data as
the basis for Corporation data over the
10-year stress period supplemented
with your interest rate risk measure-
ments and tax data.

Risk-based capital stress test.
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